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COLOMBIA: KEY ECONOMIC INDICATORS 


Cin mi tlions of U.S. dollars unless otherwise indicated) 


198] 1982 1983 


National Accounts 

Gross Domestic Product 34,646 37,967 af 578 
Real GDP (1975 prices) 16,317 16,489 16,637 
GDP per capita (in U.S. dollars) 1,396 1,358 


Production 

Industrial Production Index (1970=100) 
Commercial Sales Growth 

Construction Licenses (million M2) 
Coffee (millions of 60 kg bags) 
Agricultural Production (real growth) 
Crude Oil (millions of barrels) 

Cement (metric tons) 


Employment and Wages 

Consumer Price Index (1978 = 100) 

Real Industrial Wage Index (1980=100) 

Unemployment Rate, 4 cities (%) ; : i. 


Money and Prices 
M1 Growth Rate : 2 Zs 


Interest rates on CDs ; ; 34. 
Non-performing loans 

(% of total loans) ; d Yt a 
Central Government Deficit 

(% of GDP) ; : a 
Dollar Exchange Rate : ‘ 88. 


External Accounts 

Current Income 4,986 4,396 3,611 
Current Expenditures 5,641 5,623 5,431 
Net Capital Flows 868 467 104 
Net International Reserves 5,633 4,893 3,176 


Trade and Investment 

Foreign Investment 1,200 1,314 1,431 
Total Imports (C.1.F.) 5,199 5,478 4,968 
Coffee exports (F.0.B.) 1,394 1,615 1,526 
Total Exports 2,956 3,095 3,080 
Trade Balance 2,243 2,383 1,888 
Imports from U.S. 1,788 1,879 1,740 
Exports to U.S. 678 696 850 
Bilateral trade balance with U.S. - 1,110 - 1,183 - 890 
U.S. market share (%) 34 34 35 


Note: Although GDP rose by 0.8 percent in 1983, the dollar value declined ; Aad 
because of the peso devaluation. 





ECONOMIC TRENDS REPORT 
COLOMBIA 


SUMMARY 


Colombia's near-term economic prospects have been cast in "crisis" 
terms in recent public debate. Overall economic growth is likely to 
be limited in the near term. High real wages and interest rates 
continue to depress business profits and private sector investment. 
The Government must deal with problems of private sector foreign debt, 
banking sector illiquidity, rising fiscal deficits, continued rapid 
loss of international reserves, and limited access to international - 
credit to make sustained economic recovery possible. Despite these 
difficulties, Colombia's ample resource base and diversified economy 
make medium-term prospects appear more promising. 


The United States remains a major supplier of Colombia's imports. 
However, with the Government of Colombia facing serious short-term 
economic difficulties, U.S. companies are likely to find increased 
obstacles to exporting to Colombia. Nonetheless, there is definite 
potential for incremental sales of products and services in the 
construction, electric power, telecommunications, and health sectors. 
Moreover, the Government is making a strong effort to attract new 
foreign investment. 


ECONOMIC PERFORMANCE 


In 1983, GDP growth was only 0.8 percent compared with the long-term 
trend of 5.1] percent. After two years of recession, the economy began 
a weak recovery in the second half of 1983 led by the industrial 
sector. The mood remains gloomy in other major sectors of the 
economy. High real wages and interest rates continue to depress: 
business profits and private sector investment. Overall growth of 
between one and two percent is expected this year. 


The industrial sector experienced relative prosperity in the first 
half of 1984, pushed by high levels of government spending, import 
restrictions, and reduced contraband. Production was up by 10.8 
percent during the first quarter compared with the same period in 
1983. Through June, output grew at an estimated annual real rate of 
four percent. However, restrictions on imports of capital goods and 
raw materials could be troublesome in the medium-term as the economy 
does not have sufficient elasticity of supply to provide substitutes 
for these imports. Also, cuts in government spending, forced by a 
growing fiscal deficit, will limit this stimulus to aggregate demand. 





Commerce did not grow much in the first half of 1984. It was 
adversely affected by import restraints and a value-added tax 
introduced in April. Construction has also run into problems. While 
licenses in square meters are up, other indicators of construction 
activity are down, and current commitments do not indicate a high 
level of future activity. With the exception of cement production, 
construction-related industries reported lower or stagnant production 
in real terms related to lower levels of government spending and 
reduced availability of financing from savings and construction 
institutions. 


Agriculture has also shown little dynamism, outside of cotton. This 
year's real growth in agricultural output is expected to be slightly 
less than last year's 2.0 percent. In 1983, increased production of 
permanent crops such as coffee, sugar cane, African palm oil, and 
bananas offset lower yields of seasonal crops such as rice, cotton, 
and corn. The 1983 pattern will be repeated in 1984 with two 
differences; cotton output should double and coffee will drop below 
last year's exceptional harvest. One other notable development is the 
first quarter agricultural trade surplus, which increased by 24 
percent, from 415 to 513 million dollars. 


Energy is the most promising sector. Last year's oil production of 
152,200 barrels per day was seven percent over 1982 output. Oi] 
production during the first half of 1984 was 164,635 barrels per day, 
an improvement of 10.4 percent over 1983 output. The current supply 
deficit is about 50,000 barrels per day. New oil discoveries in the 
Llanos region and increased rates of production in existing fields 
have improved prospects for petroleum self-sufficiency by 1986. The 
Government recently revised proven reserves to over one billion 
barrels. They should continue to rise as exploration continues in 
promising geologic basins. Also, coal exports from the north coast 
Cerrejon mine will begin in 1985 and will become Cotombia's 
second-most important source of foreign exchange after coffee by 1990. 


EMPLOYMENT, INCOME AND PRICES 


The relatively low inflation rate, which has been a bright spot of the 
economy, shows some signs of a slight increase during the second half 
of 1984. In the first half of 1984 the CPI rose to an annual rate of 
20.7 percent, compared with a June 1983-June 1984 rise of 15.7 
percent, suggesting a possible speedup of inflation. Rising prices 
are attributable to accelerated devaluation, import restraints, 
stagnant agricultural output, and continued real wage increases. The 
1983 year-end consumer price index had registered only a 16.6 percent 
increase over the previous year, a substantial improvement over the 
1981-1982 increase of 24 percent. Low inflation was the result of 
slack demand and a reversal of frontier trade with Venezuela and 
Ecuador which increased the supply of agricultural products. 





Despite the nascent recovery of the industrial sector, continued 
general recession and a rapidly growing work force pushed unemployment 
in Colombia's four major cities from 12.7 percent in 1983 to a record 
13.8 percent in March 1984. Nonetheless, from March 1983 to March 
1984, the labor market absorbed the same proportion of the work force, 
47 percent.’ 


Growing unemployment is being accompanied by increasing real wages. 

At the end of 1983, industry, labor and government agreed to increase 
the minimum urban wage by 22 percent and the rural wage by nearly 30 
percent. Government employees also received ten percent real wage 
hikes. These increases imply a substantial increase in real incomes 
and raise doubts about the Government's ability to dampen inflationary 
expectations. 


MONEY, INTEREST RATES, THE BANKING SECTOR AND GOVERNMENT FINANCE 


In late 1983 and the first half of 1984, strong downward pressure on 
money supply originating in falling reserves was counteracted by 
central bank credit to the public and private sectors. Ml grew 25.6 
percent in 1983, but the growth of monetary variables slowed in the 
first half of 1984 compared with previous periods. Despite relatively 
high rates of money growth, some observers argue that illiquidity is 
the principal problem facing the Colombian economy. 


Interest rates are also signaling monetary stringency. At midyear, 
rates charged by banks to their best clients were in the mid-thirties 
and rates paid on certificates of deposit.were in the low thirties, a 
real interest rate in excess of 15 percent. High short-term rates in 
the United States and a 28-percent devaluation of the peso are 
applying upward pressure on Colombian rates despite unprecedented real 
returns. Rates are also influenced by large issues of government and 
other public sector paper. 
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Colombia's financial sector has suffered severely from recession, 
unsound banking practices, and progressive contraction of foreign bank 
lines of credit. The volume of non-performing loans, debts of 
doubtful recovery, and goods received in lieu of cash payment. have 
immobilized 130 billion pesos, 25 percent of total bank portfolio. 
Banks have been adversely affected by the high cost of capturing 
deposits, high reserve requirements, low yield forced investments, and 
the inability of key private sector firms in the textile, steel, and 
transport industries to service their peso or foreign debt. Colombian 
banks have also experienced problems financing international trade and 
their debt service as foreign banks have reduced short- and medium- 
term lines of credit. Most smaller and regional banks are now out of 
the market. In March 1984, Colombia's largest private bank was forced 
to ask its correspondents to reschedule 550 million in foreign 
obligations. Lenders are pressing the Government to guarantee the 
refinancing. 


Since the mid-1970s, an increasingly serious structural imbalance in 
government finances has been aggravated by recession and the weakened 
external sector. In 1983, a deficit of 148 billion pesos (five 
percent of GDP) was financed largely through monetary emission. The 
Government faces an even more difficult fiscal situation in 1984 and 
1985 as deficits on the order of five percent of GDP are certain. 
Revenue increases will be limited due to the recessionary economy, the 
falloff in foreign trade, and declining interest earnings from foreign 
reserve holdings. Reduced external credit has been compensated for by 


domestic borrowing from the central bank and capital markets, implying 
a rapidly growing debt service burden. Moreover, efforts to cut 
government spending have not been sufficient. The result will be a 
fiscal deficit of between 150 and 180 billion pesos by the end of 1984. 


The Government has asked the Colombian Congress to deal with the 
deficit through emission, new government borrowing, temporary new 
taxes, and further cuts in current expenditures. Critics of this 
program fear it would result in higher inflation, restrain investment 
programs, and reduce credit available to the private sector, but the 
Government believes that getting the fiscal deficit under control is 
essential both in dealing with external sector problems and to return 
to non-inflationary growth. 


EXTERNAL SECTOR 


Since 1980, Colombia's external accounts have deteriorated. The 
current account has moved from a 562 million surplus in 1979 to a 2.7 
billion deficit in 1983. The main reasons are declining coffee 





prices, falling non-coffee exports, burgeoning imports, and a growing 
services deficit due to higher interest payments and lower receipts. 
In 1983, a slight improvement in the balance of trade due to lower 
imports was offset by the increase in the services deficit. Because 
of a drop in capital inflows and other factors discussed below, the 
Government has financed the current account deficit by drawing down 
its international reserves. 


Since late 1982, the Government has taken a number of measures to deal 
with its deteriorating external position. It has imposed increasing 
restrictions on imports, primarily through the use of prior license 
requirements, and raised tariffs. It has also accelerated the 
crawling peg devaluation in an effort to return the peso to the 
parities of the early 1970s. Government authorities hoped that the 
reserves accumulated during the coffee boom -- over five billion 
dollars -- would provide a sufficient cushion for gradual adjustment 
measures to take effect. The prospects for success of this strategy 
are increasingly doubtful. Neither the stringent import restraints 
nor the real devaluation of the peso have yet been reflected in the 
current account, both because of lags between the issuance of licenses 
and actual payments and also because of a flight into dollar assets, 
primarily through the services account. As a result, reserve losses 
have been huge -- 1.8 billion in 1983 and 1.2 billion in the first 
half of 1984. 


OUTLOOK 


In recent public debate, Colombia's near-term economic prospects have 
been cast in “crisis" terms. The Government faces fundamental 
challenges as it tries to reduce reserve losses, control the growing 
budget deficit, and resolve the financial sector's liquidity 
problems. It must contend with high interest rates and real wages, 
record unemployment, and limited prospects for international borrowing. 


Hopes for economic reactivation based on the improved performance of 
industry do not take into account basic macroeconomic restrictions. 
Although the trade. balance has improved, sales to regional markets are 
much lower than in 1983 and are likely to remain restricted. 

Moreover, prolonged import restrictions could be counterproductive to 
sustained industrial growth. Thus, growth of GDP and aggregate demand 
is likely to be limited in the near term. 





Looking to the medium term, Colombia's prospects appear more 
promising. The energy sector will become an important source of 
foreign exchange earnings through coal and possibly oil exports. 
Colombia has a considerable resource base from which to increase 
agricultural and industrial output. Furthermore, decreases in annual 
population growth to around two percent should improve the possibility 
of increasing per-capita income. 


IMPLICATIONS FOR U.S. BUSINESS 


Over the past three years, the United States has supplied 
approximately 35 percent of Colombia's imports. Colombia ended 1983 
with a bilateral trade deficit of 890 million dollars, somewhat lower 
than in the previous two years, reflecting a significant decrease in 
trade activity. 


Facing serious short-term economic difficulties, the Colombian 
government has implemented measures to improve the balance of trade 
and control declining reserves. These will undoubtedly further dampen 
trade activity in 1984 and 1985. The government will try to limit 
1984 and 1985 imports to around three billion dollars by prohibiting 
the import of. over 2000 products and by requiring prior licenses for 
more than 95 percent of projected imports. Moreover, Colombian 
insistance on the use of compensation, triangularization, and 
countertrade mechanisms will complicate export dealings. 


Despite these obstacles, there is a definite potential for incremental 
sales of United States products in heavy construction, electric power 
generation, communications, and health sectors where United States 
goods and services have been particularly competitive. Competitive 
pricing in conjunction with adequate . supplier ‘credits will be key 
ingredients to success. 


The Export-Import Bank of the United States has had a long history of 
good experience in financing U.S.-Colombian trade. All of Eximbank's 
programs are available to enable U.S. companies to offer competitive 
financing packages to their export customers in Colombia. 





EARTH MOVING AND MINING: Colombia's development needs will continue 
to provide opportunities for sales of earth moving and mining . 
equipment. Imports of unsophisticated and light. equipment are 
expected to grow moderately.. Probable construction projects which 
will require imported equipment will include the El Cerrejon coal 
mine, several oil pipelines, a mass transit system and road net in 
Medellin, several projects at Bogota's Eldorado airport, and hydro 
power development projects. 


ELECTRIC POWER: Development of the electric power sector will 
continue to receive top priority. Colombia plans to build 17 new 
hydroelectric and 6 thermoelectric plants and install 4,800 kilometers 
of 230 kilovolt transmission lines, and 901 kilometers of 500 kilovolt 
lines to meet new demand growth of seven percent annually over the 
next ten years. Recent import restrictions are not likely to affect 
electric sector imports because of the high cost of postponing 
projects. 


Competitive supplier financing will significantly improve prospects 
for obtaining electric sector contracts. Over the last six years, the 
United States has maintained 27 percent of the market for imports. 
Principal competitors are companies from the U.S.S.R., Japan, Spain, 
Italy, and Mexico. World Bank and the Inter-American Development Bank 
loans will be used to partially finance these power projects. 


COMMUNICATIONS: From 1978 to. 1983, the telecommunications sector grew 
by 15 percent. - The current development plan calls for continued 
expansion. and improvement of the country's telecommunications capacity 
between 1983 and 1986. Bogota, Medellin, Barranquilla, and Cali will 
install close to one million new telephone lines. Telegraph and telex 
services will also be expanded substantially. Also, domestic long 
distance and international circuits and switching trunk capacity will 
be added to the basic network. Service will also be installed or 
expanded in additional municipalities and remote rural communities in 
16 departments. Imports of equipment and services should grow at a 
real average rate of 3.5 percent. The U.S. market share could be 20 
percent. 

HEALTH CARE SECTOR: Colombia continues to face pressing health 
problems. There are major regional disparities in health conditions 
and services, with one quarter of the population lacking adequate 
coverage. The current Government's development plan calls for 
concentration of resources in the health sector. Despite their 
financial difficulties, the public sector and the social security 
program will continue as the main end-users of health care equipment. 
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However, imports will fluctuate as major projects are initiated or 
terminated. The import market is likely to grow by an average of 3.5 
percent between 1984 and 1986. Imports from US should grow at 3.2 
percent. 


FOREIGN INVESTMENT CLIMATE 


Foreign investment in Colombia has grown slowly over the past three 
years from 1.2 billion in 1981 to 1.4 billion in 1983. The government 
is trying to attract new foreign investment by changing its investment 
policies. These changes include tax incentives to certain industries, 
increased foreign ownership of up to 49 percent in banks, insurance 
and leasing companies, higher profit remittance allowances, 
possibility to increase foreign registered capital base using 
unremittable profits, removal of geographic restrictions on investment 
in larger cities, a willingness to consider a variety of types of 
foreign involvement in mining projects, suspension of required 
conversion of wholly owned foreign companies to mixed companies for 
those purchasing at least 50 percent of their raw materials in 
Colombia and exporting at least 25 percent of their finished goods, 
and preferential tax treatment (up to a 50 percent deduction) on new 
foreign investment in frontier zones. The government has identified 
the following sectors as priority areas for foreign investment: 


mining and extractive industries 
transportation machinery and equipment 
professional and scientific equipment 
electrical and electronic equipment 
plastic, metal, food and steel products 
tourism services 
marine fishing infrastructure. 
The Government of Colombia has recently opened an information office 
at the National Planning Department to assist foreign investors. The 
address is: 
Departamento Nacional de Planeacion 
Atencion: Sra. Ines de Mosquera 
Calle 26, No. 13-19, piso 15 


Bogota, Colombia 
Telex 45634, Telephone 282-2585 








